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THE ITALIAN BANKING SYSTEM 

J. D. MAGEE 
Western Reserve University 

THIS paper will examine Canovai's report on Italian 
Banks of Issue ' from various standpoints. First, the 
main facts of the history of banking in Italy as given 
by Canovai will be traced. Next, his argument in favor of a 
central bank will be formulated and its applicability to the con- 
ditions which exist in the United States will be considered. 
Finally, certain conclusions will be drawn from the banking 
experience of Italy. 

The history of banking in Italy divides itself into three 
periods: (i) the origin of the banks of issue; (2) the associ- 
ation of the banks of issue ; and ( 3 ) the period since the bank- 
ing law of 1893. 

Our account of the Italian banks need not go back any farther 
than the origin of the six banks which were later banded to- 
gether in the association. These banks were the National 
Italian Bank, the National Tuscan Bank, the Tuscan Credit 
Bank, the Roman Bank, the Bank of Naples, and the Bank of 
Sicily. Most of these banks were the result of the fusion of 
smaller banks. We will trace briefly the history of each. 

The National Italian Bank was formed in 1849 by the union 
of the Bank of Genoa and the Bank of Turin. Each of these 
banks had a charter from the governor of the Sardinian States, 
the first granted in 1844 and the second in 1847. The agree- 
ment to unite was approved by royal decree December 14, 
1 849. The life of the grant was to be thirty years. The new 
bank could issue notes up to three times the amount of its 
metallic reserves. The capital of 8,000,000 lire ' was raised 

• Italian Banks of Issue, by T. Canovai. Washington. National Monetary Com- 
mission (Senate doc. 575, 6ist Cong., 2d sess.). 
'The lira is worth about 19 cents. 
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in 1852 to 32,000,000 lire, and then in 1859 a new charter for 
the bank increased the capital to 40,000,000 lire. The new 
charter provided for first-class branches in Genoa, Turin, and 
Milan, in addition to the branches opened in other cities. In 
i860, the Bank of Bologna and the Bank of Parma were com- 
bined with the National Bank. The capital of the bank was 
increased in 1865 to 100,000,000 lire, and the bank took over 
the treasury service for the state. When the Italian state 
annexed the Venetian provinces in 1866, the National Bank 
took over the Mercantile Trust Company of Venice, and in its 
place established a first-class branch in Venice. Thus the 
National Bank was the result of the fusion of five banks. 

The National Tuscan Bank was formed by the consolidation, 
in the years from 1857 to i860, of banks in Florence, Leghorn, 
Siena, Arezzo, Pisa, and Lucca. It was a bank of issue and 
had in 1870 a nominal capital of 30,000,000 lire, of which 
2 1 ,000,000 was paid up. 

The Tuscan Credit Bank for the Commerce and Industry of 
Italy was created in i860 by a decree of the provisional gov- 
ernment of Tuscany. But 5,000,000 of its 40,000,000 lire of 
capital was paid up. It was not a bank of issue in the ordinary 
sense, since it could issue only certificates of deposit. 

The Roman Bank was founded in 1850 by a papal decree. 
Its charter ran for thirty years, and granted to it the monopoly 
of banking operations and the issue of bank notes in the papal 
states. The bank did not prosper, and after 1856 the papal 
government was forced to intervene to guarantee the notes in 
circulation. When the papal states were annexed to Italy in 
1 870, the bank was granted an indemnity for permitting the 
other banks to establish branches in Rome. The four banks 
thus far treated were joint-stock banks. The other two were of 
a different character. 

The Bank of Naples was created in 1 796 by the fusion of 
seven pawn banks. These banks had been formed for chari- 
table purposes. The profits went to help the needs of the peo- 
ple of Naples, e. g., to make loans to the poor without interest 
and to ransom Christians who had been captured by infidels. 
The needs of the state in the way of loans soon brought about 
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a condition in which there was nothing to distribute in charity. 
In 1 8 1 7 the bank assumed the name Bank of the Two Sicilies 
and was divided into two sections, one to have charge of the 
treasury service of the state, the other to offer banking facilities 
to private individuals. 

The Bank of Sicily was formed from two savings banks, one 
at Palermo and the other at Messina, which had been under the 
control of the Bank of Naples. 

As being typical of the dealings of these banks with their re- 
spective governments, we may trace some of the experiences of 
the National Bank. In i866, the government borrowed 
250,000,000 lire from the bank, at the same time relieving the 
bank from the necessity of redeeming its notes in specie by giv- 
ing them forced currency. This loan amounted to two and one- 
half times the capital of the bank. In 1870, the government 
borrowed 100,000,000 lire, and later, 122,000,000 lire. In re- 
turn for these loans the bank was freed, not only from redeem- 
ing its notes on demand, but also from keeping a metallic re- 
serve for the notes loaned to the government. These loans 
were partially secured by bonds on ecclesiastical property. The 
government paid 0.6 fo interest on the loan. In the same year 
the government borrowed 40,000,000 lire more, this time giv- 
ing treasury bonds for security. In 1871, the government 
borrowed 150,000,000 lire secured by 5 ^ rentes, and in 1872, 
300,000,000 lire more. In each case the bank was allowed 
to increase its circulation by an amount equal to the amount 
of the loan and was not required to hold a metallic reserve 
against the notes. The bank seemed to be a great help to 
the state. 

In consequence of these practises the banking situation in 
Italy in the crisis of 1873 was serious. The various banks had 
issued 800,000,000 lire of notes for the states and 700,000,000 
lire on their own account. Besides these bank notes there were 
in circulation credit instruments of people's banks, of firms, and 
even of private persons. Exchange was 10 ^ or more above 
par. The bank notes were depreciated. With this situation 
the first period closes. 

As a compromise between those who desired the state to 
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issue all of the notes and those who desired the banks to issue 
all of the notes, there was organized an association of the 
banks of issue, consisting of the National Italian Bank, the 
National Tuscan Bank, the Tuscan Credit Bank, the Roman 
Bank, the Bank of Naples and the Bank of Sicily. This asso- 
ciation was formed by a law of April 30, 1874. It was to fur- 
nish the government up to i ,000,000,000 lire of notes. These 
notes were to have forced circulation for two years. The notes 
which the banks issued on their own account were to be re- 
deemed on demand in the notes issued by the association for 
the government or else in specie. Of course, the banks always 
redeemed their notes in the notes of the association. Both the 
bank notes and the notes of the association depreciated. Other 
features of the law of 1874 which were not of much significance 
in the conditions then existing, but which later were of im- 
portance, are as follows : the note issue was limited to three 
times the paid-up capital in the case of the joint-stock banks 
and to three times the patrimony in the case of the banks of 
Naples and Sicily ; a metallic reserve of one-third the amount 
of the notes was to be held ; the monopoly of note issue was 
given to the banks in the association ; all notes not covered by 
the metallic reserve were taxed i ^ ; and provision was made 
for the increase of notes under certain conditions. 

It was not until 1 88 1 that a law was passed abolishing the 
forced circulation of the notes and dissolving the association. 
The government borrowed 644,000,000 lire, 600,000,000 lire 
of which was to be used to redeem the notes of the association. 
It was thought that 340,000,000 lire of the notes in small de- 
nominations might remain in circulation until they could be 
redeemed by the surplus of the budget. By 1885, the out- 
standing notes had been reduced to 196,000,000 lire. 

The next episode has to do with the founding by the 
National Bank of a Credit Fonder. The outcome is instructive. 
It emphasizes again the danger which attends the investment 
of bank funds in non-liquid assets. The bank had helped 
agricultural and building operations with liberal loans. When 
the notes were not paid as they became due, the bank took 
mortgages as securities. The Credit Fonder •vizs.ioMnA&A partly 
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to take over these accounts. It was successful in making loans, 
but hard times made the repayment difficult. The bank was 
forced to lend the Credit Fonder money to meet its obligations. 

While the National Bank was thus engaged, the Roman Bank 
was aiding a building boom in Rome. It became so deeply 
involved that it was, in fact, insolvent. It was unable to re- 
deem its notes, and for political reasons it was not fofced to do so. 
The government allowed the National Bank to issue 50,000,000 
lire of extra notes to be used in subsidies for the building 
associations. The second period of Italian banking history 
ends with the Roman Bank insolvent and the other banks 
loaded down with non-liquid assets. 

The panic of 1893 and the failure of the Roman Bank 
brought about a reorganization of the banks of Italy. The new 
Bank of Italy was a fusion of the National Italian Bank, the 
National Tuscan Bank, and the Tuscait Credit Bank. For 
political reasons the banks of Naples and Sicily were allowed to 
remain independent. The Roman Bank was insolvent. The 
main provisions of the law of August 10, 1893, will now be 
taken up. The capital of the Bank of Italy was to be 
300,000,000 lire, of which 210,000,000 lire was to be paid up. 
The amount of notes that could be issued was limited. The 
Bank of Italy could issue 800,000,000 lire, the Bank of Naples 
242,000,000, and the Bank of Sicily 55,000,000. After four- 
teen years these amounts were to be reduced to 630,000,000, 
190,000,000, and 44,000,000 lire respectively. The idea was 
to limit, after the non-liquid assets had been realized upon, the 
notes to three times the capital. However, notes to any amount 
might be issued if they were secured by an equal amount of 
metallic money or gold bars, or if they were issued to be loaned 
to the state. The notes were to be redeemed in fourteen cities. 
The rate of discount for the three banks was to be the same 
and could not be changed without the permission of the gov- 
ernment. Each bank was forced to receive the notes of the 
other banks. After a year the reserve required to be held 
against the notes was to be increased from 33 ^ to 40 fo. 
Of this 40 f, 33 f> was to be metallic, at least three-fourths 
gold. The remaining 7 fo might be in bills of exchange. 
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Later, the 7 ^ might also be in bonds of foreign states or in 
balances with foreign bankers. The notes in excess of the 
metallic reserve were taxed i 'jo. On the excess of the circula- 
tion above the amount provided for by law, there was a tax 
equal to double the discount rate. The kinds of business in 
which the banks could engage were enumerated. There could 
be discounts of short-time commercial paper and loans on 
collateral of various kinds, but not on real estate. The amount 
of interest-bearing deposits which the banks could receive was 
limited and also the rate of interest which could be paid on 
deposits. The banks were given ten years in which to liquidate 
those of their operations, mostly in real estate, which were not 
allowed by the new law. Certain remissions of fees were made 
to aid in the liquidating of the real-estate operations. Gov- 
ernment inspection of the banks was provided for. The liqui- 
dation of the Roman Bank was entrusted to the new Bank of 
Italy. To prevent politicians from meddling in the affairs of 
the bank, it was provided that members of parliament could 
not hold any office in the banks. 

After 1893, all was not plain sailing. A parliamentary in- 
vestigation showed how far the banks had violated the law. 
There was a large deficit in the budget, stocks fell in value, 
runs were started on the banks by the depositors, and many 
credit institutions failed. In an effort to better the situation 
the banks were allowed to issue notes above the limit by pay- 
ing a tax equal to two-thirds of the discount rate. Metallic 
reserves were, however, to be held against the notes. This 
modification came but twenty-three days after the law had gone 
into force. The action stopped the runs on the banks. In 
1 894, a law was passed authorizing an increase in the amount 
of state notes from 367,00x3,000 lire to 600,000,000. These 
notes had forced circulation. There were, in 1908, still in cir- 
culation 436,000,000 lire of these notes. Examinations dis- 
closed 638,000,000 lire of operations not in liquid form or not 
allowed by the new law. The liquidation of these was an opera- 
tion which required much time, and consequently in 1895 the 
time for that operation was extended from ten to fifteen years. 
The loss was covered by levying assessments on the stock- 
holders, by writing off part of the capital, and by using profits. 
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In 1895, the Bank of Italy assumed the treasury service tor 
the government, taking charge of all receipts and disburse- 
ments. The bank deposited certain government obligations as 
a guarantee, and the government agreed to keep with the bank 
a cash balance of at least 30,000,000 lire. The law of 1898 
strengthened the requirements for the security of the notes. 
The metallic reserve was to be held at a certain amount even if 
the decrease in the circulation made this amount a reserve 
of more than 40 'jo. The note holders were given a lien on 
most of the assets of the bank not specifically pledged for some 
other purpose. The tax on the circulation was to be reduced 
gradually from 1 ^ to ,-V of i 'jo. When the low rate was 
reached, the state was to share in the profits of the bank, 
getting one-third of the profit between 5 jo and 6 ^ on the 
capital and one-half of the profit above 6 jo. The year 1898 
was a time of great speculation and activity in industry. 
With 1900 began a period of prosperity for the country and 
improved financial condition for the government. Slight 
changes were made in the banking situation by the law of 1907. 
The note circulation for the bank of Italy was increased to 
660,000,000 lire, for the Bank of Naples, to 200,000,000 lire, 
and for the Bank of Sicily, to 48,000,000 lire. The require- 
ment for the irreducible metallic reserve for the notes was 
changed as follows : for the Bank of Italy from 300,000,000 
to 400,000,000 lire, for the Bank of Naples from 90,500,000 
to 1 20,000,000, and for the Bank of Sicily from 2 1 ,000,000 
to 28,000,000. Changes were also made in the taxes on the 
excess circulation. Thus the Bank of Italy may now issue an 
excess of 50,000,000 lire by paying a tax equal to one-third of 
the discount rate ; an excess of from 50,000,000 to 100,000,000 
lire is taxed two-thirds of the discount rate; from 100,000,000 
to 150,000,000 the tax equals the discount rate; any excess 
above that is taxed 7.5 jo. By 1908 the liquidation of the 
assets was complete and the banks were in a sound condition. 
With this brief sketch we must leave the history of banking in 
Italy and turn to the consideration of the argument for a central 
bank. 

Canovai's entire essay is an argument for what he calls unity 
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of issue as against plurality of issue. He lets no opportunity 
pass to point out how disaster followed from the plurality of 
banks or how a strong central bank might have saved the day. 
We shall take up his statement of the advantages of a central 
bank, the disadvantages of plurality of banks, and some of the 
difficulties encountered in going to a unified system from the 
system of plurality of banks. Some notice will be taken of the 
validity of these arguments when applied to the United States. 

A central bank, according to Canovai, can ( i ) regulate the 
circulation and credit, (2) aid in crises, (3) support the state 
credit and take charge of the treasury service, (i) Canovai 
considers the condition of Italy after the passing of the law of 
1893 as illustrating unity of issue. True, there are three banks 
of issue, but they issue under the same conditions. He bewails 
the fact that no central bank was started when the kingdom 
began. In the period before 1893, bank notes were issued to 
excess and these notes were used as the basis of unwise exten- 
sions of credit. The six banks had no interest except their 
own. There was no central authority to regulate the issues as 
there has been since they have unity of issue. (2) To a very 
great extent a panic is a matter of fear. A strong central bank 
can, by prompt and decisive action, allay this fear and stop the 
panic. The fearful effects of the panic of 1893 when there was 
a plurality of banks are contrasted with the situation in the last 
panic. . In 1907 the three banks refused to issue more notes 
for speculative purposes and by their quick action in aiding 
credit institutions helped to allay the fear. (3) The central 
bank can take charge of the treasury service for the state. The 
Bank of Italy looks after the receipts and disbursements of the 
government without any pay, other than the use of a certain 
balance which the government is required to keep with it at all 
times. The bank can be of much use in managing the loans 
when the state needs to borrow. 

The part of the argument which deals with the disadvantages 
of plurality of banks is most emphatically put. Most of the 
evils in the banking experience of Italy are attributed to the 
plurality of banks. The banks violated the law in regard to the 
amount of issues in their rivalry with one another. There was 
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competition also in the granting of discounts. The desire for 
dividends led to laxity in making discounts. The notes so 
freely issued were often used for speculative purposes, some- 
times dishonestly. With the rivalry there was no attempt to 
check unsound credit. The cry for more notes from those 
who confused the lack of capital with the lack of money was 
always met by issues of notes. In time of crisis each bank 
worked for its own interest. 

Canovai's treatment of the difficulties of going from a system 
of plurality of issue to one of unity, is of interest. He has no 
patience with the idea that there is danger in giving to one bank 
the monopoly of issue, since it in no way gives to the bank a 
monopoly of credit. Custom and tradition are recognized as 
strong defenses for the system of plurality where it exists. By 
far the greatest difficulty comes from the interests of the plu- 
rality of banks. These banks do not wish to lose their right of 
issue and they can bring much pressure to bear upon the legis- 
lative body to prevent action toward unity. 

We may now consider the validity of the arguments as 
applied to the United States. There are some great differences 
between conditions in the United States and in Italy. There is 
the very obvious difference in size. We know of the great 
differences in the natural resources and the variety and extent 
of the industrial development. Commercial habits are different ; 
the use of bank notes is more general and the use of checks 
less common in Italy than in the United States. The problem, 
in Italy, had to do with six banks of issue, while in the United 
States there are about 7,000 national banks, and they are all 
banks of issue. There seems to be a chance for a mistaken 
argument from Italian conditions. As Canovai puts the argu- 
ment, we have disaster under plurality of banks, improvement 
under approximate unity. The statement might be put fully as 
well, that there was disaster under unregulated banking, with 
no publicity or inspection or any method of enforcing the law, 
and improvement when the law and its enforcement were im- 
proved. The point is, that a central bank operating under the 
same laws and same lack of enforcement of law would have 
been as efficient an agent of disaster as the six banks were. 
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However, there is no reason to deny that the argument as to 
the advantages which come to the country from having a cen- 
tral bank to look after the treasury service and to give unified 
control of the money situation in a time of panic, applies to the 
United States as well as to Italy. The differences which have 
been enumerated above may make the realization difficult but 
they do not touch the question of the advantages. 

No matter what its bearing on the question of the central 
bank, the history of banking in Italy as given by Canovai pres- 
ents numerous lessons. 

One of the most striking of these lessons and one which 
Canovai points out with great clearness is, that the question of 
business prosperity or adversity is not merely a banking ques- 
tion. He points out the influence of such factors as the gen- 
eral state of industry, the investment by the government in 
railroads, the general extravagance of the government, a debit 
balance on foreign trade, agricultural crises, political conditions, 
prosperity of the countries with which the country has relations, 
and finally speculation. This recognition of the multiplicity of 
the factors involved is certainly to be commended. 

The evil of legislation which takes into account sectional in- 
terests, is shown with great clearness. The temptation to pass 
such legislation was doubly strong in Italy where the parts of 
the kingdom had been so recently independent. The possibil- 
ity of sectional conflicts of interests in the United States, should 
new legislation be attempted, is a factor which may be of im- 
portance. 

One of the most important lessons to be drawn from Italy's 
experience is the necessity for publicity of bank accounts. 
The parliament in legislating did not know the condition of the 
banks. New privileges were granted to banks which were 
really insolvent. The limit put on circulation by the act of 
1874 seems to have been disregarded with impunity; in fact, 
the act of 1890 legalized the amounts of notes over the limit 
which the banks had been keeping in circulation. 

That land should not be used as security for loans or notes 
by a bank of issue, is a lesson which Italy learn<.d by sad ex- 
perience. The use of land, even indirectly through Cridit 
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Fonder institutions was found to be dangerous. The loans 
whether on agricultural land or on city property proved to be 
extremely hard to liquidate. 

Very often the Italian government used the banks as a means 
for borrowing money. Frequently the transaction was in this 
form : the bank gave the state notes ; the state released the 
bank from the necessity of keeping reserves for these notes, 
proclaiming them legal tender and so giving them forced cir- 
culation. It was one more example of the attempt to use gov- 
ernment debts as money. In condemning this borrowing, it is 
not to be thought that it is not legitimate for the government 
to borrow from a central bank. Indeed it is one of the most 
important functions of such a bank to tide the government over 
temporary deficits, or to permit the government to anticipate 
certain revenues. It was the form of the borrowing which was 
objectionable in much of the Italian experience. 

The experience of the Bank of Italy in 1900 suggests a 
method for preventing a central bank from being used in specu- 
lation. The Bank of Italy, at that time, was not allowed to 
discount bills not of commercial origin, although they were 
secured by collateral. In this way a check was put upon the 
speculation which was rampant at that time. It is clear from 
the disastrous experience of the Italian banks with the building 
speculation in Rome, that no central bank should make loans 
which depend upon the success of some speculative venture for 
repayment. 
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